GPC§

28196

Federal Register/Vol. 69, No. 96/Tuesday, May 18, 2004 /Proposed Rules

DEPARTMENT OF HEALTH AND
HUMAN SERVICES

Centers for Medicare & Medicaid
Services

42 CFR Parts 403, 412, 413, 418, 460,
480, 482, 483, 485, and 489
[CMS-1428-P]

RIN 0938-AM80

Medicare Program; Proposed Changes
to the Hospital Inpatient Prospective
Payment Systems and Fiscal Year 2005
Rates

AGENCY: Centers for Medicare and
Medicaid Services (CMS), HHS.

ACTION: Proposed rule.

SUMMARY: We are proposing to revise the
Medicare hospital inpatient prospective
payment systems (IPPS) for operating
and capital-related costs to implement
changes arising from our continuing
experience with these systems; and to
implement a number of changes made
by the Medicare Prescription Drug,
Improvement, and Modernization Act of
2003 (Pub. L. 108-173), enacted on
December 8, 2003. In addition, in the
Addendum to this proposed rule, we
describe the proposed changes to the
amounts and factors used to determine
the rates for Medicare hospital inpatient
services for operating costs and capital-
related costs. These proposed changes
would be applicable to discharges
occurring on or after October 1, 2004.
We also are setting forth proposed rate-
of-increase limits as well as proposed
policy changes for hospitals and
hospital units excluded from the IPPS
that are paid on a reasonable cost basis
subject to these limits.

Among the policy changes that we are
proposing to make are: Changes to the
classification of cases to the diagnosis-
related groups (DRGs); changes to the
long-term care (LTC)-DRGs and relative
weights; changes in the wage data,
labor-related share of the wage index,
and the geographic area designations
used to compute the wage index;
changes in the qualifying threshold
criteria for and the proposed approval of
new technologies and medical services
for add-on payments; changes to the
policies governing postacute care
transfers; changes to payments to
hospitals for the direct and indirect
costs of graduate medical education;
changes to the payment adjustment for
disproportionate share rural hospitals;
changes in requirements and payments
to critical access hospitals (CAHs);
changes to the disclosure of information
requirements for Quality Improvement

Organization (QIOs); and changes in the
hospital conditions of participation for
discharge planning and fire safety
requirements for certain health care
facilities.

DATES: Comments will be considered if
received at the appropriate address, as
provided below, no later than 5 p.m. on
July 12, 2004.

ADDRESSES:

Submitting Comments: We welcome
comments from the public on all issues
set forth in this proposed rule to assist
in fully considering issues and
developing policies. You can assist us
by referencing the file code CMS—1428—
P and the specific “issue identifier” that
precedes the section on which you
choose to comment.

Submit electronic comments to:
http://www.accessdata.fda.gov/scripts/
oc/dockets/
commentdocket.cfm? AGENCY=CMS or
www.regulations.gov.

Mail written comments (an original
and three copies) to the following
address only:

Centers for Medicare & Medicaid
Services, Department of Health and
Human Services, Attention: CMS-1428—
P, P.O. Box 8010, Baltimore, MD 21244—
1850.

If you prefer, you may deliver, by
hand or courier, your written comments
(an original and three copies) to one of
the following addresses:

Room 443-G, Hubert H. Humphrey
Building, 200 Independence Avenue,
SW., Washington, DC 20201, or Room
C5-14-03, Central Building, 7500
Security Boulevard, Baltimore, MD
21244-1850.

(Because access to the interior of the
Humphrey Building is not readily
available to persons without Federal
Government identification, commenters
are encouraged to leave their comments
in the CMS drop slots located in the
main lobby of the building. A stamp-in
clock is available for commenters who
wish to retain proof of filing by
stamping in and keeping an extra copy
of the comments being filed.)

Comments mailed to those addresses
specified as appropriate for courier
delivery may be delayed and could be
considered late.

Because of staffing and resource
limitations, we cannot accept comments
by facsimile (FAX) transmission.

Inspection of Public Comments: All
comments received before the close of
the comment period will be available for
viewing by the public, including any
personally identifiable or confidential
business information that is included in
a comment. After the close of the
comment period, CMS will post all

electronic comments received before the
close of the period on its public Web
sites. Written comments received timely
will be available for public inspection as
they are received, generally beginning
approximately 4 weeks after publication
of a document, in room C5-12-08 of the
Centers for Medicare & Medicaid
Services, 7500 Security Blvd.,
Baltimore, MD, on Monday through
Friday of each week from 8:30 a.m. to

5 p.m. Please call (410) 786-7197 to
schedule an appointment to view public
comments.

For comments that relate to
information collection requirements,
mail a copy of comments to the
following addresses:

Centers for Medicare & Medicaid
Services, Office of Strategic Operations
and Regulatory Affairs, Security and
Standards Group, Office of Regulations
Development and Issuances, Room C4—
24-02, 7500 Security Boulevard,
Baltimore, Maryland 21244-1850. Attn:
Dawn Willinghan, CMS-1428-P; and

Office of Information and Regulatory
Affairs, Office of Management and
Budget, Room 3001, New Executive
Office Building, Washington, DC 20503,
Attn: Brenda Aguilar, CMS Desk Officer.

FOR FURTHER INFORMATION CONTACT: Jim
Hart, (410) 786—9520, Operating
Prospective Payment, Diagnosis-Related
Groups (DRGs), Wage Index, New
Medical Services and Technology,
Standardized Amounts, Hospital
Geographic Reclassifications, Postacute
Care Transfers, and Disproportionate
Share Hospital Issues.

Tzvi Hefter, (410) 786—4487, Capital
Prospective Payment, Excluded
Hospitals, Graduate Medical Education,
Critical Access Hospitals, and Long-
Term Care (LTC)—DRGs Issues.

Mary Collins, (410) 786—-3189, CAH
Bed Limits and Distinct Part Unit Issues.

John Eppinger, (410) 786—4518, CAH
Periodic Interim Payment Issues.

Maria Hammel, (410) 786—1775,
Quality Improvement Organization
Issues.

Siddhartha Mazumdar, (410) 786—
6673, Rural Community Hospital
Demonstration Project Issues.

Jeannie Miller, (410) 786—3164,
Bloodborne Pathogens Standards,
Hospital Conditions of Participation for
Discharge Planning, and Fire Safety
Requirements Issues.

Dr. Mark Krushat, (410) 786—-6809,
and Dr. Anita Bhatia, (410) 7867236
Quality Data for Annual Payment
Update Issues.

SUPPLEMENTARY INFORMATION:
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Availability of Copies and Electronic
Access

Copies: To order copies of the Federal
Register containing this document, send
your request to: New Orders,
Superintendent of Documents, P.O. Box
371954, Pittsburgh, PA 15250-7954.
Specify the date of the issue requested
and enclose a check or money order
payable to the Superintendent of
Documents, or enclose your Visa or
Master Card number and expiration
date. Credit card orders can also be
placed by calling the order desk at (202)
512-1800 or by faxing to (202) 512—
2250. The cost for each copy is $10.00.
As an alternative, you can view and
photocopy the Federal Register
document at most libraries designated
as Federal Depository Libraries and at
many other public and academic
libraries throughout the country that
receive the Federal Register.

This Federal Register document is
also available from the Federal Register
online database through GPO Access, a
service of the U.S. Government Printing
Office. Free public access is available on
a Wide Area Information Server (WAIS)
through the Internet and via
asynchronous dial-in. Internet users can
access the database by using the World
Wide Web; the Superintendent of
Documents home page address is
http://www.access.gpo.gov/
nara&_docs/, by using local WAIS client
software, or by telnet to
swais.access.gpo.gov, then login as guest
(no password required). Dial-in users
should use communications software
and modem to call (202) 512—-1661; type
swais, then login as guest (no password
required).

Acronyms

ACGME—Accreditation Council on Graduate
Medical Education

AHIMA—American Health Information
Management Association

AHA—American Hospital Association

AOA—American Osteopathic Association

ASC—Ambulatory Surgical Center

BBA—Balanced Budget Act of 1997, Public
Law 105-33

BIPA—Medicare, Medicaid, and SCHIP [State
Children’s Health Insurance Program]
Benefits Improvement and Protection
Act of 2000, Public Law 106-554

BLS—Bureau of Labor Statistics

CAH—<Ciritical access hospital

CART—CMS Abstraction & Reporting Tool

CBSAs—Core-Based Statistical Areas

CC—Complication or comorbidity

CMS—Centers for Medicare & Medicaid
Services

CMSA—Consolidated Metropolitan
Statistical Area

COBRA—Gonsolidated Omnibus
Reconciliation Act of 1985, Public Law
99-272

CoP—Condition of Participation

CPI—Consumer Price Index

CRNA—Certified registered nurse anesthetist

DRG—Diagnosis-related group

DSH—Disproportionate share hospital

ESRD—End-stage renal disease

FDA—Food and Drug Administration

FQHC—Federally qualified health center

FSES—Fire Safety Evaluation System

FTE—Full-time equivalent

FY—Federal fiscal year

GME—Graduate medical education

HCRIS—Hospital Cost Report Information
System

HIPC—Health Information Policy Council

HIPAA—Health Insurance Portability and
Accountability Act of 1996, Public Law
104-191

HHA—Home health agency

HPSA—Health Professions Shortage Area

ICD-9-CM—International Classification of
Diseases, Ninth Revision, Clinical
Modification

ICD-10-PCS—International Classification of
Diseases, Tenth Edition, Procedure
Coding System

ICF/MRs—Intermediate care facilities for the
mentally retarded

IME—Indirect medical education

IPPS—Acute care hospital inpatient
prospective payment system

IPF—Inpatient psychiatric facility

IRF—Inpatient rehabilitation facility

JCAHO—Joint Commission on the
Accreditation of Healthcare
Organizations

LAMA—Left Against Medical Advice

LTC-DRG—Long-term care diagnosis-related
group

LTCH—Long-term care hospital

LSC—Life Safety Code

MCE—Medicare Code Editor

MCO—Managed care organization

MDC—Major diagnostic category

MDH—Medicare-dependent small rural
hospital

MedPAC—Medicare Payment Advisory
Commission

MedPAR—Medicare Provider Analysis and
Review File

MEI—Medicare Economic Index

MGCRB—Medicare Geographic Classification
Review Board

MMA—Medicare Prescription Drug,
Improvement, and Modernization Act of
2003, Public Law 108-173

MPFS—Medicare Physician Fee Schedule

MSA—Metropolitan Statistical Area

NECMA—New England County Metropolitan
Areas

NCHS—National Center for Health Statistics

NCVHS—National Committee on Vital and
Health Statistics

NFPA—National Fire Protection Association

NPR—Notice of Program Reimbursement

NQF—National Quality Forum

NVHRI—National Voluntary Hospital
Reporting Initiative

OES—Occupational Employment Statistics

OIG—Office of the Inspector General

OMB—Executive Office of Management and
Budget

0O.R.—Operating room

OSCAR—Online Survey Certification and
Reporting (System)

OSHA—Occupational Safety and Health Act

PACE—Programs of All-Inclusive Care for the
Elderly

PIP—Periodic interim payment

PMS—Performance Measurement System

PMSAs—Primary Metropolitan Statistical
Areas

PPS—Prospective payment system

PRA—Per resident amount

ProPAC—Prospective Payment Assessment
Commission

PRRB—Provider Reimbursement Review
Board

PS&R—Provider Statistical and
Reimbursement System

QIO—Utilization and Quality Control Quality
Improvement Organization

RHC—Rural health clinic

RHQDAPU—Reporting Hospital Quality Data
for Annual Payment Update

RRG—Rural referral center

SCH—Sole community hospital

SNF—Skilled nursing facility

SOCs—Standard occupational classifications

SOM—State Operations Manual

SSA—Social Security Administration

SSI—Supplemental Security Income

TEFRA—Tax Equity and Fiscal
Responsibility Act of 1982, Public Law

97-248
UHDDS—Uniform Hospital Discharge Data
Set
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A. Background
B. DRG Reclassification
1. General
2. MDC 1 (Diseases and Disorders of the
Nervous System): Intracranial
Hemorrhage and Stroke with Infarction

3. MDC 5 (Diseases and Disorders of the
Circulatory System)

a. Heart Assist System Transplant

b. Cardiac Resynchronization Therapy and
Heart Failure

¢. Combination Cardiac Pacemaker Devices

and Lead Codes
4. MDC 6 (Diseases and Disorders of the
Digestive System): Artificial Anal
Sphincter

5. MDC 8 (Diseases and Disorders of the
Musculoskeletal System and Connective
Tissue)

a. 360 Spinal Fusion

b. Multiple Level Spinal Fusion

6. MDC 15 (Newborns and Other Neonates
with Conditions Originating in the
Perinatal Period)

. MDC 20 (Alcohol/Drug Use and
Alcohol/Drug Induced Organic Mental
Disorders): Drug-Induced Dementia

8. MDC 22 (Burns): Burn Patients on

Mechanical Ventilation

9. Pre-MDC: Tracheostomy

10. Medicare Code Editor (MCE) Changes

11. Surgical Hierarchies

12. Refinement of Complications and

Comorbidities (CC) List
13. Review of Procedure Codes in DRGs
468, 476, and 477

a. Moving Procedure Codes from DRG 468

or DRG 477 to MDCs
b. Reassignment of Procedures among
DRGs 468, 476, and 477

¢. Adding Diagnosis or Procedure Codes to
MDCs

14. Pancreatic Islet Cell Transplantation in
Clinical Trials

15. Changes to the ICD-9-CM Coding
System

16. Other Issues

a. Craniotomy Procedures

(1) Unruptured Cerebral Aneurysms

(2) GLIADEL® Chemotherapy Wafers

(3) DRG 3 (Craniotomy Age 0-17)

b. Coronary Stent Procedures

c. Severe Sepsis

d. Implantable Cardiac Defibrillators

C. Recalibration of DRG Weights

D. Proposed LTC-DRG Reclassifications
and Relative Weights for LTCHs for FY
2005

. Background

. Proposed Changes in the LTC-DRG
Classifications

a. Background

b. Patient Classifications into DRGs

3. Development of the Proposed FY 2005

LTC-DRG Relative Weights

General Overview of Development of the

LTC-DRG Relative Weights

Data

Hospital-Specific Relative Value

Methodology
Low-Volume LTC-DRGs
Steps for Determining the Proposed FY

2005 LTC-DRG Relative Weights

E. Proposed Add-On Payments for New
Services and Technologies

. Background
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. Other Provisions of Section 503 of
Public Law 108-173
. FY 2005 Status of Technology Approved
for FY 2004 Add-On Payments
Drotrecogin Alfa (Activated)—Xigris®
. InFUSE™ (Bone Morphogenetic
Proteins (BMPs) for Spinal Fusions)
4. Reevaluation of FY 2004 Applications
That Were Not Approved
. FY 2005 Applicants for New Technology
Add-On Payments
a. InFUSE™ Bone Graft (Bone
Morphogenetic Proteins (BMPs) for Tibia
Fractures)
b. Norian Skeletal Repair System(SRS)®
Bone Void Filler
. InSync® Defibrillator System (Cardiac
Resynchronization Therapy with
Defibrillation (CRT-D))
GliaSite® Radiation Therapy System
(RTS)
. Natrecor® —Human B-Type Natriuretic
Peptide (hBNP)
Kinetra® Implantable Neurostimulator
for Deep Brain Stimulation
g. Intramedullary Skeletal Kinetic
Distractor (ISKD)
h. Acticon™ Neosphincter
i. TandemHeart™ Percutaneous Left
Ventricular Assist System
j. Aquadex™ System 100 Fluid Removal
System (System 100)
III. Proposed Changes to the Hospital Wage
Index
A. Background
B. Revised OMB Definitions for
Geographical Statistical Areas
1. Current Labor Market Areas Based on
MSAs
Core-Based Statistical Areas
Revised Labor Market Areas
New England MSAs
. Metropolitan Divisions
. Micropolitan Areas
. Transition Period
. Proposed Occupational Mix Adjustment
to Proposed FY 2005 Index
Development of Data for the
Occupational Mix Adjustment
Proposed Calculation of the
Occupational Mix Adjustment Factor
and the Proposed Occupational Mix
Adjusted Wage Index
D. Worksheet S—3 Wage Data for the
Proposed FY 2005 Wage Index Update
E. Verification of Worksheet S—-3 Wage
Data
F. Computation of the Unadjusted Wage
Index
G. Computation of the Proposed FY 2005
Blended Wage Index
H. Proposed Revisions to the Wage Index
Based on Hospital Redesignation
1. General
2. Effects of Reclassification
3. FY 2005 Issues
a. FY 2005 MGCRB Reclassifications
b. Implementation of New MSAs
c. Redesignations under Section
1886(d)(8)(B) of the Act
d. Reclassifications Under Section 508 of
Public Law 108-173
e. Proposed Wage Index Adjustment Based
on Commuting Patterns of Hospital
Employees
(1) Data
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(2) Qualifying Counties
(3) The Adjustment
(4) Automatic Adjustments
4. Proposed FY 2005 Reclassifications
I. Process for Requests for Wage Index Data
Corrections
1. Worksheet S—3 Wage Data
2. Occupational Mix Data
3. Al FY 2005 Wage Index Data
J. Proposed Revision of the Labor-Related
Share of the Wage Index
IV. Other Decisions and Proposed Changes to
the IPPS for Operating Costs and GME
Costs
A. Postacute Care Transfer Payment Policy
1. Background
2. Proposed Changes to DRGs Subject to
the Postacute Care Transfer Policy
B. Payments for Inpatient Care in Providers
That Change Classification Status During
a Patient Stay
C. Geographic Reclassifications—
Definitions of Urban and Rural Areas
D. Equalization of Urban and Rural
Standardized Amounts
E. Reporting of Hospital Quality Data for
Annual Hospital Payment Update
1. Background
2. Requirements for Hospital Reporting of
Quality Data
3. Submission of Hospital Data for FYs
2006 and 2007
4. Proposed Regulation Change
F. Proposed Revision of the Labor-Related
Share of the Hospital Wage Index
G. Wage Index Adjustment for Commuting
Patterns of Hospital Employees
H. Additional Payments for New Medical
Services and Technology: Proposed
Policy Changes
I. Rural Referral Centers
1. Case-Mix Index
2. Discharges
J. Additional Payments to Hospitals with
High Percentage of End-Stage Renal
Disease (ESRD) Discharges
K. Indirect Medical Education (IME)
Adjustment
1. IME Adjustment Factor Formula
Multipliers
2. IME Adjustment Formula Multiplier for
Redistributed FTE Resident Slots
3. Technical Changes
L. Payment to Disproportionate Share
Hospitals
1. Enhanced DSH Adjustment for Rural
Hospitals and Urban Hospitals with
Fewer Than 100 Beds
2. Proposals Relating to Available Beds and
Patient Days for the DSH Adjustment
M. Payment Adjustments for Low-Volume
Hospitals
N. Medicare Geographic Classification
Review Board (MGCRB) Reclassifications
1. Background
Standardized Amount Reclassification
Provisions
. Reclassification of Urban Rural Referral
Centers
4. Special Circumstances of Sole
Community Hospitals (SCHs) in Low
Population Density States
. Possible Reclassifications for Dominant
Hospitals and Hospitals in Single-
Hospital MSAs
. Special Circumstances of Hospitals in
All-Urban States
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0. Payment for Direct Graduate Medical
Education

. Background

. Reductions of and Increases in
Hospitals’ FTE Resident Caps for GME
Payment Purposes under Section 422 of
Public Law 108-173
a. General Background on Methodology for
Determining the FTE Resident Count
b. Reduction of Hospitals’ FTE Resident
Caps under the Provisions of Section 422
of Public Law 108-173

. Hospitals Subject to the FTE Resident
Cap Reduction

d. Exemption from FTE Resident Cap
Reduction for Certain Rural Hospitals

. Determining the Estimated Number of
FTE Resident Slots Available for
Redistribution

f. Determining the Possible Reduction to a
Hospital’s FTE Resident Cap

(1) Reference Resident Level—General

(2) Expansion of an Existing Program

(3) Audits of the Reference Cost Reporting
Periods

(4) Expansions Under Newly Approved
Programs

(5) Affiliations

g. Criteria for Determining Hospitals That
Will Receive Increases in Their FTE
Resident Caps

h. Application Process for the Increases in
Hospitals’ FTE Resident Caps

i. CMS Evaluation of Applications for
Increases in FTE Resident Caps

j. Application of Locality-Adjusted
National Average Per Resident Amount
(PRA)

k. Application of Section 422 to Hospitals
That Participate in Demonstration
Projects or Voluntary Reduction
Programs

1. Application of Section 422 to Hospitals
That File Low Utilization Medicare Cost
Reports

m. Specific Solicitation for Public
Comment on the Proposals

n. CMS Evaluation Form

0. CMS Central and CMS Regional Office

Mailing Addresses for Applications for
Increases in FTE Resident Caps
. Direct GME Initial Residency Period
a. Background
b. Direct GME Initial Residency Period
Limitation: Simultaneous Match Issue

. Exception to Initial Residency Period for
Geriatric Residency or Fellowship
Programs

4. Per Resident Amount: Extension of

Update Limitation on High-Cost

Programs

Residents Training in Nonhospital

Settings

a. Background

b. Moratorium on Disallowances of
Allopathic or Osteopathic Family
Practice Residents Training Time in
Nonhospital Settings

(1) Cost Reports That Are Settled Between
January 1, 2004 and December 31, 2004

(2) Family Practice Residents That Are
Training in Nonhospital Settings
Between January 1, 2004 and December
31, 2004
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¢. Requirements for Written Agreements for

Residency Training in Nonhospital
Settings

P. Rural Community Hospital
Demonstration Program
Q. Special Circumstances of Hospitals
Facing High Malpractice Insurance Rate
Increases
V. Proposed Changes to the PPS for Capital-
Related Costs
A. Background
B. Payments to Hospitals Located in Puerto
Rico
C. Exception Payment for Extraordinary
Circumstances
A. Treatment of Hospitals Previously
Reclassified for the Operating PPS
E. Definition of Large Urban Area
Standardized Amounts
VI. Proposed Changes for Hospitals and
Hospital Units Excluded from the IPPS
A. Payments to Excluded Hospitals and
Hospital Units
1. Payments to Existing Excluded Hospitals
and Hospital Units
Updated Caps for New Excluded
Hospitals and Units
Implementation of a PPS for IRFs
Implementation of a PPS for LTCHs
Development of a PPS for IPFs
. Technical Changes Related to
Establishment of Payments for Excluded
Hospitals
. Criteria for Classification of Hospitals-
Within-Hospitals
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. Background

B
C. Critical Access Hospitals (CAHs)
1
2

. Payment Amounts for Inpatient CAH

ol
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8.

9.

Services

Condition for Application of Special
Professional Service Payment
Adjustment

. Coverage of Costs for Certain Emergency

Room On-Call Providers

. Authorization of Periodic Interim

Payments for CAHs
Revision of the Bed Limit for CAHs

. Authority to Establish Psychiatric and

Rehabilitation Distinct Part Units of
CAHs

Waiver Authority for Designation of a
CAH as a Necessary Provider
Payment for Clinical Diagnostic
Laboratory Tests

10. Proposed Technical Changes in Part

VIL

489

Proposed Changes to the Disclosure of
Information Requirements for Quality
Improvement Organizations (QIOs)

A. Background

B.
C.

Provisions of the Proposed Regulations
Technical Changes

VIIIL Proposed Policy Changes Relating to

Medicare Provider Agreements for
Compliance with Bloodborne Pathogens
Standards, Hospital Conditions of
Participation for Discharge Planning, and
Fire Safety Requirements for Certain
Health Care Facilities

A. Conditions of Participation for

1.
2.
B.

C.

1.
2.

Discharge Planning

Background

Implementation

Compliance with Bloodborne Pathogens
Standards

Fire Safety Requirements for Certain
Health Care Facilities

Background

Proposed Changes to the Regulations

IX. MedPAC Recommendations
X. Other Required Information

A. Requests for Data from the Public

1. CMS Wage Data

2. CMS Hospital Wage Indices (Formerly:
Urban and Rural Wage Index Values
Only)

. PPS SSA/FIPS MSA State and County
Crosswalk

4. Reclassified Hospitals New Wage Index
(Formerly: Reclassified Hospitals by
Provider Only)

. PPS-IV to PPS—XII Minimum Data Set

. PPS-IX to PPS—XII Capital Data Set

. PPS—XIII to PPS—XIX Hospital Data Set

w

Provider-Specific File
CMS Medicare Case-Mix Index File
0. DRG Relative Weights (Formerly Table
5 DRG)
11. PPS Payment Impact File
12. AOR/BOR Tables
13. Prospective Payment System (PPS)
Standardizing File
B. Collection of Information Requirements
C. Public Comments

5
6
7
8
9
1

Regulation Text
Addendum—Proposed Schedule of

Standardized Amounts Effective with
Discharges Occurring On or After October
1, 2004 and Update Factors and Rate-of-
Increase Percentages Effective With Cost
Reporting Periods Beginning On or After

October 1, 2004

Tables
Table 1A—National Adjusted Operating

Standardized Amounts, Labor/Nonlabor
(71.1 Percent Labor Share/28.9 Percent
Nonlabor Share If Wage Index Is Greater
Than 1)

Table 1B—National Adjusted Operating

Standardized Amounts, Labor/Nonlabor
(62 Percent Labor Share/38 Percent
Nonlabor Share If Wage Index Is Less
Than or Equal to 1)

Table 1C—Adjusted Operating Standardized

Amounts for Puerto Rico, Labor/
Nonlabor

Table 1D—Capital Standard Federal Payment

Rate

Table 2—Hospital Case-Mix Indexes for

Discharges Occurring in Federal Fiscal
Year 2003; Hospital Average Hourly
Wage for Federal Fiscal Years 2003 (1999
Wage Data), 2004 (2000 Wage Data), and
2005 (2001 Wage Data) Wage Indexes
and 3-Year Average of Hospital Average
Hourly Wages

Table 3A—3-Year Average Hourly Wage for

Urban Areas

Table 3B—3-Year Average Hourly Wage for

Rural Areas

Table 4A—Wage Index and Capital

Geographic Adjustment Factor for Urban
Areas

Table 4B—Wage Index and Capital

Geographic Adjustment Factor for Rural
Areas

Table 4C—Wage Index and Capital

Geographic Adjustment Factor for
Hospitals That Are Reclassified

Table 4F—Puerto Rico Wage Index and

Capital Geographic Adjustment Factor

Table 4G—Pre-Reclassified Wage Index for

Urban Areas
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Table 4H—Pre-Reclassified Wage Index for
Rural Areas

Table 4]—Wage Index Adjustment for
Commuting Hospital Employees (Out-
Migration) In Qualifying Counties—FY
2005

Table 5—List of Diagnosis-Related Groups
(DRGs), Relative Weighting Factors, and
Geometric and Arithmetic Mean Length
of Stay (LOS)

Table 6A—New Diagnosis Codes

Table 6B—New Procedure Codes

Table 6C—Invalid Diagnosis Codes

Table 6D—Invalid Procedure Codes

Table 6E—Revised Diagnosis Code Titles

Table 6F—Revised Procedure Code Titles

Table 6G—Additions to the CC Exclusions
List

Table 6H—Deletions from the CC Exclusions
List

Table 7A—Medicare Prospective Payment
System Selected Percentile Lengths of
Stay: FY 2003 MedPAR Update
December 2003 GROUPER V21.0

Table 7B—Medicare Prospective Payment
System Selected Percentile Lengths of
Stay: FY 2003 MedPAR Update
December 2003 GROUPER V22.0

Table 8A—Statewide Average Operating
Cost-to-Charge Ratios for Urban and
Rural Hospitals (Case-Weighted)

Table 8B—Statewide Average Gapital Cost-to-
Charge Ratios (Case-Weighted)

Table 9A—Hospital Reclassifications and
Redesignations by Individual Hospital—
FY 2004

Table 9B—Hospital Reclassifications and
Redesignation by Individual Hospital
Under Section 508 of Public Law 108—
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Appendix A—Regulatory Impact Analysis

Appendix B—Recommendation of Update
Factors for Operating Cost Rates of
Payment for Inpatient Hospital Services

I. Background
A. Summary

1. Acute Care Hospital Inpatient
Prospective Payment System (IPPS)

Section 1886(d) of the Social Security
Act (the Act) sets forth a system of
payment for the operating costs of acute
care hospital inpatient stays under
Medicare Part A (Hospital Insurance)
based on prospectively set rates. Section
1886(g) of the Act requires the Secretary
to pay for the capital-related costs of
hospital inpatient stays under a
prospective payment system (PPS).
Under these PPSs, Medicare payment
for hospital inpatient operating and

capital-related costs is made at
predetermined, specific rates for each
hospital discharge. Discharges are
classified according to a list of
dia%ilosis-related groups (DRGs).

The base payment rate is comprised of
a standardized amount that is divided
into a labor-related share and a
nonlabor-related share. The labor-
related share is adjusted by the wage
index applicable to the area where the
hospital is located; and if the hospital is
located in Alaska or Hawaii, the
nonlabor-related share is adjusted by a
cost-of-living adjustment factor. This
base payment rate is multiplied by the
DRG relative weight.

If the hospital treats a high percentage
of low-income patients, it receives a
percentage add-on payment applied to
the DRG-adjusted base payment rate.
This add-on payment, known as the
disproportionate share hospital (DSH)
adjustment, provides for a percentage
increase in Medicare payments to
hospitals that qualify under either of
two statutory formulas designed to
identify hospitals that serve a
disproportionate share of low-income
patients. For qualifying hospitals, the
amount of this adjustment may vary
based on the outcome of the statutory
calculations.

If the hospital is an approved teaching
hospital, it receives a percentage add-on
payment for each case paid under the
IPPS (known as the indirect medical
education (IME) adjustment). This
percentage varies, depending on the
ratio of residents to beds.

Additional payments may be made for
cases that involve new technologies or
medical services that have been
approved for special add-on payments.
To qualify, a new technology or medical
service must demonstrate that it is a
substantial clinical improvement over
technologies or services otherwise
available, and that, absent an add-on
payment, it would be inadequately paid
under the regular DRG payment.

The costs incurred by the hospital for
a case are evaluated to determine
whether the hospital is eligible for an
additional payment as an outlier case.
This additional payment is designed to
protect the hospital from large financial
losses due to unusually expensive cases.
Any outlier payment due is added to the
DRG-adjusted base payment rate, plus
any DSH, IME, and new technology or
medical service add-on adjustments.

Although payments to most hospitals
under the IPPS are made on the basis of
the standardized amounts, some
categories of hospitals are paid the
higher of a hospital-specific rate based
on their costs in a base year (the higher
of FY 1982, FY 1987, or FY 1996) or the

IPPS rate based on the standardized
amount. For example, sole community
hospitals (SCHs) are the sole source of
care in their areas, and Medicare-
dependent, small rural hospitals
(MDHs) are a major source of care for
Medicare beneficiaries in their areas.
Both of these categories of hospitals are
afforded this special payment protection
in order to maintain access to services
for beneficiaries (although MDHs
receive only 50 percent of the difference
between the IPPS rate and their
hospital-specific rates if the hospital-
specific rate is higher than the IPPS
rate).

Section 1886(g) of the Act requires the
Secretary to pay for the capital-related
costs of inpatient hospital services “in
accordance with a prospective payment
system established by the Secretary.”
The basic methodology for determining
capital prospective payments is set forth
in our regulations at 42 CFR 412.308
and 412.312. Under the capital PPS,
payments are adjusted by the same DRG
for the case as they are under the
operating IPPS. Similar adjustments are
also made for IME and DSH as under the
operating IPPS. In addition, hospitals
may receive an outlier payment for
those cases that have unusually high
costs.

The existing regulations governing
payments to hospitals under the IPPS
are located in 42 CFR Part 412, Subparts
A through M.

2. Hospitals and Hospital Units
Excluded From the IPPS

Under section 1886(d)(1)(B) of the
Act, as amended, certain specialty
hospitals and hospital units are
excluded from the IPPS. These hospitals
and units are: psychiatric hospitals and
units; rehabilitation hospitals and units;
long-term care hospitals (LTCHs);
children’s hospitals; and cancer
hospitals. Various sections of the
Balanced Budget Act of 1997 (Pub. L.
105-33), the Medicare, Medicaid and
SCHIP [State Children’s Health
Insurance Program] Balanced Budget
Refinement Act of 1999 (Pub. L. 106—
113), and the Medicare, Medicaid, and
SCHIP Benefits Improvement and
Protection Act of 2000 (Pub. L. 106-554)
provide for the implementation of PPSs
for rehabilitation hospitals and units
(referred to as inpatient rehabilitation
facilities (IRFs)), psychiatric hospitals
and units (referred to as inpatient
psychiatric facilities (IPFs)), and LTCHs,
as discussed below. Children’s hospitals
and cancer hospitals continue to be paid
under reasonable cost-based
reimbursement.

The existing regulations governing
payments to excluded hospitals and
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hospital units are located in 42 CFR
Parts 412 and 413.

a. IRFs

Under section 1886(j) of the Act, as
amended, rehabilitation hospitals and
units (IRFs) have been transitioned from
payment based on a blend of reasonable
cost reimbursement subject to a
hospital-specific annual limit under
section 1886(b) of the Act and
prospective payments for cost reporting
periods beginning January 1, 2002
through September 30, 2002, to payment
on a full prospective payment system
basis effective for cost reporting periods
beginning on or after October 1, 2002
(66 FR 41316, August 7, 2001; 67 FR
49982, August 1, 2002; and 68 FR
45674, August 1, 2003). The existing
regulations governing payments under
the IRF PPS are located in 42 CFR Part
412, Subpart P.

b. LTCHs

Under the authority of sections 123(a)
and (c) of Public Law 106-113 and
section 307(b)(1) of Public Law 106—
554, LTCHs are being transitioned from
being paid for inpatient hospital
services based on a blend of reasonable
cost-based reimbursement under section
1886(b) of the Act to fully Federal
prospective rates during a 5-year period,
beginning with cost reporting periods
that start on or after October 1, 2002. For
cost reporting periods beginning on or
after October 1, 2006, LTCHs will be
paid under the fully Federal prospective
payment rate (the June 6, 2003 LTCH
PPS final rule (68 FR 34122)). LTCHs
may elect to be paid based on full PPS
payments instead of a blended payment
in any year during the 5-year transition
period. The existing regulations
governing payment under the LTCH PPS
are located in 42 CFR part 412, Subpart
0.

c. IPFs

Sections 124(a) and (c) of Public Law
106—-113 provide for the development of
a per diem PPS for payment for
inpatient hospital services furnished in
IPFs under the Medicare program,
effective for cost reporting periods
beginning on or after October 1, 2002.
This system must include an adequate
patient classification system that reflects
the differences in patient resource use
and costs among these hospitals and
maintains budget neutrality. We
published a proposed rule to implement
the PPS for IPFs on November 28, 2003
(68 FR 66920). The November 28, 2003
proposed rule proposed an April 1, 2004
effective date for purposes of ratesetting
and calculating impacts. However, the
proposed rule was unusually complex

because it proposed a completely new
payment system for inpatient hospital
services furnished by psychiatric
hospitals and units and the public
requested additional time to comment.
As aresult, we extended the comment
period for the proposed rule. Thus, we
are still in the process of analyzing
public comments and developing a final
rule for publication. Consequently, an
April 1, 2004 effective date for the IPF
PPS is no longer possible.

3. Critical Access Hospitals (CAHs)

Under sections 1814, 1820, and
1834(g) of the Act, payments are made
to critical access hospitals (CAHs) (that
is, rural hospitals or facilities that meet
certain statutory requirements) for
inpatient and outpatient services on a
reasonable cost basis. Reasonable cost is
determined under the provisions of
section 1861(v)(1)(A) of the Act and
existing regulations under 42 CFR Parts
413 and 415.

4. Payments for Graduate Medical
Education (GME)

Under section 1886(a)(4) of the Act,
costs of approved educational activities
are excluded from the operating costs of
inpatient hospital services. Hospitals
with approved graduate medical
education (GME) programs are paid for
the direct costs of GME in accordance
with section 1886(h) of the Act; the
amount of payment for direct GME costs
for a cost reporting period is based on
the hospital’s number of residents in
that period and the hospital’s costs per
resident in a base year. The existing
regulations governing payments to the
various types of hospitals are located in
42 CFR part 413.

On August 1, 2003, we published a
final rule in the Federal Register (68 FR
45346) that implemented changes to the
Medicare hospital inpatient prospective
payment systems for both operating cost
and capital-related costs, as well as
changes addressing payments for
excluded hospitals and payments for
GME costs. Generally these changes
were effective for discharges occurring
on or after October 1, 2003. On October
6, 2003, we published a document in
the Federal Register (68 FR 57731) that
corrected technical errors made in the
August 1, 2003 final rule.

B. Provisions of the Medicare
Prescription Drug, Improvement, and
Modernization Act of 2003

On December 8, 2003, the Medicare
Prescription Drug, Improvement, and
Modernization Act of 2003 (MMA),
Public Law 108-173, was enacted.
Public Law 108-173 made a number of
changes to the Act relating to

prospective payments to hospitals for
inpatient services, payments to
excluded hospitals and units, and
payments to CAHs. This proposed rule
would implement amendments made by
the following sections of Public Law
108-173:

Section 401, which provides that, for
discharges occurring in a fiscal year
beginning with FY 2004 under the IPPS,
Medicare will pay hospitals in rural and
small urban areas in the 50 States using
the standardized amount (computed for
the previous fiscal year) that would be
used to pay hospitals in large urban
areas (or beginning with FY 2005, for all
hospitals in the previous fiscal year),
increased by the appropriate market
basket percentage increase. One
standardized amount for hospitals in
Puerto Rico would be established that
would equal the amount for hospitals in
large urban areas in Puerto Rico.

Section 402, which provides that for
discharges occurring on or after April 1,
2004, the DSH payment adjustment for
a hospital that is not a large urban or
large rural hospital will be calculated
using the current DSH adjustment
formula for large urban hospitals,
subject to a limit of 12 percent for any
of these hospitals that are not rural
referral centers. (There is no limit on the
DSH payment percentage for rural
referral centers.)

Section 403, which provides that, for
discharges occurring on or after October
1, 2004, a hospital’s labor-related share
to which the wage index is applied will
be decreased to 62 percent of the
standardized amount when such a
change will result in higher total
payments to the hospital. This provision
also applies to the labor-related share of
the standardized amount for hospitals in
Puerto Rico.

Section 405(a), which provides that
inpatient, outpatient, and covered SNF
services provided by a CAH will be
reimbursed at 101 percent of reasonable
costs for services furnished to Medicare
beneficiaries. This provision is
applicable to payments for services
furnished during cost reporting periods
beginning on or after January 1, 2004.

Section 405(b), which expands
coverage of the costs associated with
covered Medicare services furnished by
on-call emergency room providers in
CAHs to include services furnished by
physician assistants, nurse practitioners,
and clinical nurse specialists, effective
for costs incurred for services furnished
on or after January 1, 2005.

Section 405(c), which provides that
eligible CAHs may receive payments for
their inpatient services on a periodic
interim payment (PIP) basis, effective
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with payments made on or after July 1,
2004.

Section 405(d), which allows CAHs to
elect to receive payments under the
optional payment method (a payment
encompassing both inpatient CAH
services and physician and practitioner
services to outpatients) even if some
practitioners do not reassign to the CAH
their rights to bill for professional
services to CAH outpatients. This
provision applies to cost reporting
periods occurring on or after July 1,
2004, except that in the case of a CAH
that made an election of the optional
payment method before November 1,
2003, the provision applies to cost
reporting periods beginning on or after
July 1, 2001.

Section 405(e), which increases the
limit on the number of beds that a CAH
may have for acute care from 15 to 25
beds. This provision applies to CAH
designations made before, on, or after
January 1, 2004. Any election made in
accordance to the regulations
promulgated to implement this
provision will only apply prospectively.

Section 405(g), whic provicfes that a
CAH may estabhsh psychiatric and
rehabilitation distinct part units and
limits the number of beds in each unit
to no more than 10. Services in these
distinct part units will be paid under
the reasonable cost-based methodology.
This provision applies to cost reporting
periods beginning on or after October 1,
2004.

Section 405(h), which terminates a
State’s authority to waive the location
requirement for a CAH by designating
the CAH as the necessary provider,
effective January 1, 2006. A
grandfathering provision is included for
CAHs that are certified as necessary
providers prior to January 1, 2006,
which allows any CAH that is
designated as a necessary provider in its
State’s rural health plan prior to January
1, 2006, to maintain its necessary
provider designation.

Section 406, which provides for a
graduated adjustment to the inpatient
prospective payment rates to account for
the higher costs associated with
hospitals described under section
1886(d) of the Act that are located more
than 25 road miles from another
subsection (d) hospital and that have
less than 800 discharges during a fiscal
year, effective for discharges occurring
on or after October 1, 2004. The increase
in these payments may not be greater
than 25 percent and the determination
of the percentage payment increase is
not subject to administrative or judicial
review.

Section 410A, which authorizes the
Secretary to establish a demonstration

program to test the feasibility and
advisability of the establishment of rural
community hospitals to furnish covered
inpatient hospital services to Medicare
beneficiaries. The Secretary must select
up to 15 rural community hospitals to
participate in the demonstration. The
Secretary must implement the
demonstration program not later than
January 1, 2005, but may not implement
the program before October 1, 2004.

Section 422(a), which provides that a
hospital’s GME FTE resident cap will be
reduced, and the reduction will be
redistributed among other hospitals if
the hospital’s resident count is less than
its resident cap (rural hospitals with less
than 250 acute care inpatient beds will
be exempt) in a particular reference
period. This provision is effective for
cost reporting periods occurring on or
after July 1, 2005.

Section 422(b), which specifies that
the formula multiplier for the IME
adjustment is 0.66 for FTE residents
attributable to redistributed resident
positions, effective for discharges
occurring on or after July 1, 2005.

Section 501, which provides the
update factor for payments for the
hospital inpatient operating costs for FY
2005 and subsequent fiscal years is the
market basket percentage increase. For
FYs 2005 through 2007, the update
factor will be the market basket
percentage increase minus 0.4
percentage points for any ‘“subsection
(d) hospital” that does not submit
hospital quality data on 10 measures as
specified by the Secretary.

Section 502, which modifies the IME
formula multiplier to be used in the
calculation of the IME adjustment for
midway through FY 2004 and provides
a new schedule of formula multipliers
for FYs 2005 and thereafter.

Section 503(a), which includes a
requirement for updating the ICD-9-CM
diagnosis and procedure codes in April
1 of each year, in addition to the current
process of annual updates on October 1
of each year. This change will not affect
Medicare payments or DRG
classifications until the fiscal year that
begins after that date.

Section 503(b), which provides for
changes to the threshold amount for
determining eligibility of new
technologies or medical services for
add-on payments; provides for public
input on applications for new
technology or medical service add-on
payments prior to the publication of a
proposed rule; provides for
reconsideration of applications received
for FY 2004 that were denied; provides
for preference in the use of DRG
adjustments; and provides that new
technology or medical service payments

shall not be budget neutral. This
provision is effective for fiscal years
beginning in FY 2005.

Section 504, which increases the
national portion of the operating PPS
payment rate for hospitals in Puerto
Rico from 50 percent of the Federal rate
to 75 percent of the Federal rate and
decreases the Puerto Rico portion of the
operating PPS payment from 50 percent
to 25 percent, effective for discharges
occurring on or after October 1, 2004.
For the period of April 1, 2004 through
September 30, 2004, payments for
hospitals in Puerto Rico will be based
on 62.5 percent Federal rate and 37.5
percent of the Puerto Rico rate.

Section 505, which provides for an
increase in a hospital’s wage index
value to take into consideration a
commuter wage adjustment for hospital
employees who reside in a county and
work in a different area with a higher
wage index.

Section 508, which provides for the
establishment of a one-time process for
a hospital to appeal its geographic
classification for wage index purposes.
By law, any reclassification resulting
from this one-time appeal applies for a
3-year period to discharges occurring on
or after April 1, 2004.

Section 711, which freezes the annual
CPI-U updates to hospital-specific per
resident amount (PRAs) for GME
payments for those PRAs that exceed
the ceiling, effective for cost reporting
periods beginning FY 2004 through FY
2013.

Section 712, which provides for an
exception to the initial residency period
for purposes of direct GME payments for
geriatric residency or fellowship
programs that allows the 2 years spent
in an approved geriatric program to be
counted as part of the resident’s initial
training period, but not to count against
any limitation on the initial residenc